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The Problem: Producing enough college graduates for future needs 

The education pipeline in the United States will not produce enough college graduates to stay competitive in the global 
economy unless current trends are reversed (Callan, Ewell, Finney, & Jones, 2007). The fastest-growing populations 
- generally low-income and often from racial or ethnic minority groups - do not have the aspirations, academic 
preparation, or means to successfully pursue higher education. They leave high school, enroll in college, and complete 
postsecondary credentials at substantially lower rates than upper income and White students. Such trends illustrate the 
urgent need for policymakers to examine education policies aimed at improving college access and success. 

Various policies at the federal and state levels foster increased college-going among under-represented groups. They 
include need-based financial aid, college access programs such as TRIO and GEAR UP, and early financial aid 
commitment programs such as Indiana’s 21st Century Scholars and the Wisconsin Covenant programs. Yet, existing 
policies alone are not sufficient to reverse the downward trends in the education pipeline. New, innovative strategies need 
to be developed and scaled. 

This brief examines a relatively new initiative - Individual Development Accounts (IDAs) - that could be added to current 
policies and bundled in existing programs to assist low-income populations with managing college costs. 

What are IDAs? 

IDAs are matched savings accounts designed to encourage low-income individuals to save towards and acquire an 
appreciating asset, such as homeownership, entrepreneurship, or postsecondary education. Funds saved by the individual 
are matched by state, federal, and / or private dollars. Most IDAs are coupled with financial literacy education, training 
to acquire the asset, and case management to assist people with realizing their savings goals. Therefore, IDAs offer the 
promise of not just matched funds, but the opportunity to foster important life skills and behaviors related to financial 
management, credit, and debt - skills crucial to financial independence. They help people develop lifetime habits of goal- 
setting, saving, financial planning, and asset building that can break the cycle of poverty. 

Over the years, research has shown that lack of assets, as well as income, keeps the poor in a cycle of poverty and that low- 
income families can save and build assets if provided with institutional supports parallel to incentives available to middle 
and upper income families (i.e., 401Ks ) along with financial education, support, and goal-setting planning tools. 1 

Policymakers recognized IDAs in the 1990s when Congress passed the Assets for Independence Act (AFI) of 1998, which 
provided funding to support the creation of IDAs. Today hundreds of organizations offer IDAs throughout the country. 

A directory of federally funded IDA programs in each state is available at http : // idanetwork. cfed. org . 2 
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Individual Development Accounts (IDAs) for Higher Education 



This is how AFI-funded education IDAs work. Qualified low- 
income (200 percent of the federal poverty level) individuals 
open IDA accounts with a participating organization and start 
saving monthly. 3 Most often they are required to take financial 
education training before enrolling. Participants save a total of 
$1,000 to $2,000 over two to three years, which is matched by 
the organization with as much as $4,000 to $8,000 (a match 
rate of 1:1, 2:1, or even as high as 8:1). The participants’ savings 
and match are held in escrow by the organization and then 
paid directly to the education institutions when they enroll. 

As people save, they receive case management services, which 
encompass assistance with budgeting advice on paying for college 
and financial education. AFI-funded IDAs can be used to cover 
tuition, fees, books, and computers. AFI IDAs have specific time 
limits - participants have up to four years to save and spend the 
money. 4 

Why are IDAs important? 

IDAs can help expand college access and success for individuals from low-income backgrounds in several ways: 

Increasing college aspirations 

There is evidence from a recent study that low-income families - both parents and children - who save even a small 
amount (as little as $100) for college in an IDA are more likely to want to go to college than similar low-income 
individuals who don’t (Elliott & Wagner, 2007; Elliott, Sherraden, Johnson, Johnson, & Peterson, 2007). Other research 
has found a similar connection between parents’ savings for college and children’s college aspirations (Flossier, Schmidt, 
& Vesper, 1999). 

Reducing anxiety about paying for college 

IDAs operate similarly to other early financial aid commitment tools in which the state makes a commitment of aid to 
students in middle or early high school grades, providing they meet certain academic and other requirements. Examples 
include Indiana’s 21 st Century Scholarship Program and Oklahoma’s Promise Scholarship. Making an early commitment 
of funds (the individual’s and the matching agency’s) for college costs mitigates concerns that students have about 
whether they will be able to afford college and provides an incentive for them to prepare and plan for college. 

Reducing debt burden 

Students finishing bachelor’s degrees owe an average of $19,200, an amount that has more than doubled over the past 
decade (Project on Student Debt, 2007). Credit cards add to graduates’ debt with 41 percent of college students who 
have credit cards carrying a balance of $1,000 from one month to the next. IDAs can provide students with additional 
money, which will allow them to have less debt. 

Increasing college persistence 

Many low-income students leave college before completing degrees because of financial stress related to the cost of 
attending, such as books (the cost of which has increased 600 per cent in the last decade), childcare, and transportation. 
The financial literacy training provided by IDA programs on topics such as credit, debt, and the total cost of attending 
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